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ABSTRACT 



This report reviews auctions used by various federal 
agencies to examine the feasibility of using similar auctions to determine 
interest rates for student borrowing through the Federal Family Education 
Loan Program (FFELP) and the William D. Ford Federal Direct Loan Program. The 
review identified 31 different auctions, divided into two major categories, 
used by federal agencies to sell assets. In the first category are 12 
auctions classified as auctions of specialized items (such as rights or 
financial assets) ; the 19 other auctions are classified as auctions of assets 
of interest to the general public (such as real estate or consumer goods) . 
Background discussion focuses on interest rates and government costs in FFELP 
and the general characteristics of these auctions. A table summarizes 
features of the federal auctions for rights or financial assets conducted by 



12 different agencies, and a second table summarizes features of the 19 
federal auctions for real estate or consumer goods. An enclosure describes 
individually the 12 federal auctions for rights or financial assets. (DB) 
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Auctions Used by Federal Agencies 



Students borrowing through the Federal Family Education Loan Program (F FF.I.P ) and the 
William D. Ford Federal Direct Loan Program (FDLP) pay interest rates that are set by the 
Congress. 1 The Congress also sets the maximum interest rate that lenders participating in 
FFELP can receive. Government costs in the program depend in part on the relationship 
between borrowers’ and lenders’ interest rates. In setting these rates, the Congress faces 
several tradeoffs. For example, the borrowers’ rate must be low enough that students can 
afford to borrow, and the lenders’ rate must be high enough to ensure a reasonable rate of 
return to participating lenders. However, if the rate for borrowers is too low or the rate for 
lenders is too high, federal costs increase. The difficulty in establishing satisfactory interest 

’For an FFELP loan, a lender, usually from the private sector, provides loan funds, makes and 
services the loan, and collects loan repayments; the government guarantees the loan against 
default. Under FDLP, in contrast, the government provides funds for loans made to student 
borrowers, schools make the loans on behalf of the government, and a contractor services and 
collects loan repayments. Since FDLP loans were first made in 1993, FDLP borrowers’ rates 
have generally been identical to those for FFELP loans. In academic year 1997-98, federal 
student loans made through FFELP totaled about $22 billion and those through FDLP about 
$11 billion. 
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rates was illustrated by discussions in the past year, during the reauthorization of the Higher 
Education Act of 1965 (HEA), over the level at which to set them. The administration 
proposed reducing both borrowers’ and lenders’ rates below a level that some members of the 
Congress and FFELP lender groups believed would be sufficient to keep lenders in the 
program. The reauthorization eventually reduced both rates, but the borrowers’ rate was 
reduced by more than the lenders’ rate, and the government currently makes up the difference 
to lenders. 

In the course of these discussions, some in the administration and the Congress raised the 
possibility of establishing an auction or some other type of financial market mechanism to 
determine the lenders’ interest rate rather than the Congress setting it. Such a mechanism 
could be designed to encourage bidders to compete to offer the lowest cost to students or to 
the government, and it could take several forms. For example, the government could auction 
the right to make loans to students, or it could auction all or part of the loan portfolio after 
students have already taken out their loans. Because auction structures can vary a great deal, 
and because of ongoing discussions regarding auctions in FFELP, you asked us to identify 
the auctions federal agencies currently use to award rights or sell assets and the ways in 
which they differ. 

We gathered information on a diverse selection of federal agency auctions from our earlier 
reports, other literature on auctions, and internet searches of government programs. In some 
cases, we supplemented our information with interviews with agency officials. While we 
made a concerted effort to research multiple sources of information, we cannot be certain we 
have identified all such auctions. We have been mandated to do further work in this area, 
including analyzing how the student loan industry might or might not be suitable for an 
auction, and thus we did not perform such analyses for this report. 2 We conducted our study 
between June 1998 and January 1999 in accordance with generally accepted government 
auditing standards. 

In summary, we identified 31 auctions that federal agencies use to sell assets such as rights to 
conduct certain activities, financial assets, real estate, and consumer goods. We classified 12 
of the 31 as auctions for specialized items that are of interest primarily to members of a 
particular industry or large investors. Assets sold in these auctions include the right to 
provide wireless communications service in a given market, allowances to emit a certain 
amount of sulfur dioxide (SO 2 ) into the atmosphere, and Treasury securities. Some of these 
auctions sell assets in a single round of bidding while others use multiple rounds, and some 
result in a single winner while others result in multiple winners. The 19 other auctions are 
for assets that can be classified as being of interest to the general public, including individual 
homes and consumer goods, such as cars or furniture, seized or deemed surplus by the 
government. Some of these auctions use open bidding and others use sealed bidding, but 
they have many characteristics in common, such as a single winner for each item auctioned 
and a single round of bidding. 

2 P.L. 105-244 (Oct. 7, 1998), section 801. 
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BACKGROUND 



Since the inception of FFELP, the government has established interest rates for borrowers 
and lenders in the student loan program, with the goal of ensuring students access to higher 
education at an affordable price with an adequate profit for lenders. These rates have 
generally decreased since then, in part because of policy decisions, but policymakers cannot 
be certain how low they can set interest rates-to minimize costs for students and the 
government- without endangering lenders’ participation in FFELP. For this reason, some 
have raised the idea of using some type of auction, or other market mechanism, to set the 
interest rate that lenders receive. 

Interest Rates and Government Costs in FFF.T P 

The government guarantees student loans made through FFELP-that is, the government 
generally reimburses lenders if borrowers default. In addition, the government subsidizes 
interest costs for students in two ways. For all FFELP loans, the government sets an interest 
rate that is generally below the market rate students would otherwise pay and sets a rate for 
lenders to ensure that they receive close to a market interest rate. In addition, for subsidized 
FFELP loans, the government pays interest to lenders on behalf of students while they are 
attending school or in a grace or deferment period. 3 Government costs in the program 
depend in part on the relationship between borrowers’ and lenders’ interest rates, a 
relationship that has changed throughout the history of the program. 

In FFELP, students pay an interest rate established by the Congress, and lenders receive an 
interest rate similarly established by the Congress, although the rate may differ from the 
borrowers’ rate. Before 1986, borrowers paid a fixed interest rate, but lenders received a 
variable rate-the 91-day Treasury bill (T-bill) rate plus a margin above that rate, set at 3.5 
percentage points. When borrowers’ interest payments were less than what lenders were 
entitled to receive, the government paid lenders the difference, which was substantial in times 
of high interest rates. In 1992, legislation changed the borrowers’ rate to a variable rate-the 
91-day T-bill plus a 3.1 percentage point margin, subject to a cap of 8.25 percent. The 
lenders’ margin over the 91-day T-bill was also equal to 3.1 percentage points in 1992. If the 
T-bill rate was low enough that the cap was not in effect, then borrowers paid the same rate 

Stafford loans, which make up the bulk of FFELP loans, can be subsidized (in which case, 
the government makes interest payments on behalf of students while they are in school or in a 
grace or deferment period) or unsubsidized (in which case the borrower is responsible for all 
interest costs). The rates described here are for Stafford loans; terms for consolidation loans 
and Parent Loans for Undergraduate Students, the other components of FFELP, differ 
somewhat. Under current program rules, a grace period is a 6-month period after a borrower 
first leaves school before loan payments first commence. Once the borrower enters 
repayment, a deferment is a period during which loan payments are suspended under certain 
conditions, such as the borrower’s going on to further education. 
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